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NO TIC E  O F  C O MP LIANC E  F ILING

Decis ion No. 68994 approved the  applica tion of Arizona-American Wate r Company

("Arizona -American") to incur $165,450,000 in new debt to pay off two promissory note s  and

finance  two capita l projects . To da te , Arizona-American has  executed three  promissory notes  in

the  amount of $159,000,000 under this  financing authority, leaving $6,450,000 authorized but

not incurred.

Decis ion No. 69730 approved the  applica tion of Arizona -American to incur $10 million

in long-te rm de bt from its  a ffilia te  Ame rica n Wa te r Ca pita l Corpora tion ("AAWC") to fina nce

the  pa rtia l repayment of $25 million in previous ly approved long-te rm debt.

Toge ther, the  two Decis ions  authorize  Arizona-American to issue  up to $16,450,000 in

additiona l debt. In compliance , Arizona-American he reby file s  a  copy of the  a ttached executed

promissory note  in the  amount of $16,450,000. Please  note  tha t Decision No. 69730 authorized

Arizona -American to incur debt with an inte re s t ra te  not to exceed 6.5%. Unfortuna te ly, la rge ly

because  of recent turmoil in the  capita l marke ts , the  actua l inte rest ra te  of the  promissory note  is

s lightly highe r - 66593%. Howeve r, unle ss  the  Commiss ion authorize s  othe rwise , Arizona -

s



American will not seek recovery of the  inte res t expense  exceeding the  Commission-authorized

6,5% inte rest ra te .

RE S P E CTFULLY S UBMITTE D on November 27, 2007.

v

_ Yul M. Li
Associa te  Counsel
Arizona -Ame rica n Wa te r
19820 n. 7th S tree t
Suite  201
P hoe nix, Arizona  85024
(623)445-2442
Paul.Li@amwate r.com

Origina l and 13 copie s  filed
on November 27, 2007, with:

Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington
P hoe nix, Arizona  85007

Copies  of the  foregoing mailed
on November 27, 2007, to:

Lyn Fa rme r
Chie f He a ring Office r
He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington St.
Phoenix, Arizona  85007

Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington St.
Phoenix, Arizona  85007

Bria n K Bozzo
Compliance  and Enforcement Manage r, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington St.
Phoenix, Arizona  85007
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Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington St.
Phoenix, Arizona  85007

Re s ide ntia l Utility Consume r Office
1110 West Washington Street
Suite  220
P hoe n lAr1zona  85007
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PROMISSORY NOTE
FOR LONG-TERM BORROWINGS
6.593% Maturity - October 15, 2037

$16,450,000 October 22, 2007

FOR VALUE RECEWED, Arizona-American Water Company, an Arizona
corporation (herein "Borrower") hereby promises to pay to the order of American Water Capital
Corp., a Delaware corporation ("Lender"), in same day funds at its offices at 1025 Laurel Oak
Road, Voorhees, NJ 08043 or such odder place as Lender may from time to time designate, the
principal sum of Sixteen Million Four Hundred Fifty Thousand dollars ($16,450,000),
together with interest thereon from the date hereof until paid in iii ll. Interest shall be charged on
the unpaid outstanding principal balance hereof at a rate per annum equal to the rate paid and to
be paid by Lender with respect to the borrowings it made in order to provide funds to Borrower
hereunder. Interest on borrowings shall be due and payable in immediately available funds on
the same business day on which the Lender must pay interest on the borrowings it made in order
to provide funds to the Borrower hereunder. The principal amount hereof shall be due and
payable hereunder at such times and in such amounts and in such installments hereunder as the
Lender must pay with respect to the borrowings it made in order to provide funds to the
Borrower hereunder. Lender has provided Borrower with a copy of the documentation
evidencing the borrowings made by Lender in order to provide funds to Borrower hereunder. In
the absence of manifest error, such documentation and the records maintained by Lender of the
amount and tern, if any, of borrowings hereunder shall be deemed conclusive.

The  occurrence  of one  or more  of any of the  following sha ll cons titute  an event of
default hereunder:

(a) Borrower shall fail to make any payment of principal and/or
interest due hereunder or under any other promissory note between Lender and Borrower within
five business days alter the same shall become due and payable, whether at maturity or by
acceleration or otherwise,

(b) Borrower shall apply for or consent to the appointment of a
receiver, trustee or liquidator of itself or any of its property, admit in writing its inability to pay
its debts as they mature, make a general assignment for the benefit of creditors, be adjudicated a
bankrupt or insolvent or tile a voluntary petition in bankruptcy or a petition or an answer seeking
reorganization or an arrangement with creditors or to take advantage of any bankruptcy,
reorganization, insolvency, readjustment of debt, dissolution or liquidation of law or statute, or
an answer admitting the material allegations of a petition filed against it in any proceeding under
any such law, or if action shall be taken by Borrower for the purposes of effecting any of the
foregoing; or

(c) Any order, judgment or decree shall be entered by any court of
competent jurisdiction, approving a petition seeking reorganization of Borrower or all or a
substantial part of the assets of Borrower, or appointing a receiver, trustee or liquidator of
Borrower or any of its property, and such order, judgment or decree shall continue unstated and
in effect for any period of sixty (60) days.
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Upon the  occurre nce  of a ny e ve nt of de fa ult, the  e ntire  unpa id principa l s um
he re unde r plus  a ll inte re s t a ccrue d the re on plus  a ll othe r s ums  due  a nd pa ya ble  to Le nde r
he re unde r sha ll, a t the  option of Le nde r, be come  due  a nd pa ya ble  imme dia te ly. In a ddition to
the  fore going, upon the  occurre nce  of a ny e ve nt of de fa ult, Le nde r ma y forthwith e xe rcis e
s ingly, concurre ntly, s ucce s s ive ly or othe rwis e  a ny a nd a ll rights  a nd re me die s  a va ila ble  to
Lender by law, equity, s ta tute  or othe rwise

Borrower hereby waivers presentment, demand, notice of nonpayment, protest
notice of protest or other notice of dishonor in connection with any default in the payment of, or
any enforcement of the payment 0£ all amounts due hereunder. To the extent permitted by law
Borrower waives the right to any stay of execution and the benefit of all exemption laws now or
hereafter in effect

Following the occurrence of any event of default, Borrower will pay upon
demand all costs and expenses (including all amounts vaLid to attorneys, accountants, and other
advisors employed by Lender), incurred by Lender in the exercise of any of its rights, remedies
or Powers hereunder with respect to such event of default, and any amount thereof not paid
promptly following demand therefor shall be added to the principal sum hereunder and will bear
interest at the contract rate set forth herein from the date of such demand until paid in full. In
connection with and as part of the foregoing, in the event that this Note is placed in the hands of
an attorney for the collection of any sum payable hereunder, Borrower agrees to pay reasonable
attorneys' fees for the collection of the amount being claimed hereunder, as well as all costs
disbursements and allowances provided by law

If for a ny re a son one  or more  of the  provis ions  of this  Note  or the ir a pplica tion to
any entity or circumstances  sha ll be  he ld to be  inva lid, illega l or unenforceable  in any re spect or
to any extent, such provis ions  sha ll neve rthe le ss  rema in va lid, lega l and enforceable  in a ll such
othe r re s pe cts  a nd to s uch e xte nt a s  ma y be  pe rmis s ible . In  a ddition , a ny s uch inva lid ity
illega lity or unenforceability sha ll not a ffect any othe r provis ions  of this  Note , but this  Note  sha ll
be  cons true d a s  if s uch inva lid, ille ga l or une nforce a ble  provis ion ha d ne ve r be e n conta ine d
he re in

This Note inures to the benefit of Lender and binds Borrower and Lender's and
Borrower's respective successors and assigns, and the words "Lender" and "Borrower'
whenever occurring herein shall be deemed and construed to include such respective successors
and assigns

This Promissory Note is one of the promissory notes referred to in the Financial
Services Agreement dated as of June 15, 2000 between Borrower and Lender to which reference
is made for a abatement of additional rights and obligations of Lender and Borrower



IN WITNES S  WHEREOF, Borrowe r ha s  e xe cute d this  P romissory Note  the  da y
and yea r firs t written above .

Arizona-American Water Company

By: M
Chris tos  Er Buts
VP of Finance
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